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Preface 


The U.S. Government provides its U.S. citizen civil- 
ian employees stationed abroad with a number of al- 
lowances designed to compensate them for costs relat- 
ed to foreign assignment. The allowances are comput- 
ed by the U.S. Department of State Allowances Staff 
on the basis of reports detailing costs and living condi- 
tions at foreign posts. They provide the most reliable 
and up-to-date information available concerning the cost 
of living abroad with an American “pattern of living.” 

The Bureau of Labor Statistics publishes the U.S. De- 
partment of State Indexes of Living Costs Abroad and 
Quarters Allowances. The indexes are used to compute 
post allowances for employees stationed at posts where 
the cost of living, exclusive of housing (quarters) and 
children’s education costs, is substantially higher *han 
in Washington, D.C. The quarters allowances are paid 
to employees living in privately rented housing abroad. 
This information is used by many business firms and 
other private organizations to establish private compen- 
sation systems for their American employees assigned 
abroad. 

It is importar.i that users of the allowance data be 
thoroughly familiar with the methods of compilation 
and the limitations of the statistics. The data are com- 


piled to establish allowances for government civilian 
employees, and the government allowance program in- 
volves some provisions applicable only to those em- 
ployees. Furthermore, the indexes and quarters allow- 
ance statistics do not provide all the information gen- 
erally necessary for establishing private compensation 
programs. 

This report provides technical Gescriptions of the 
methods of compiling the indexes of living costs abroad, 
the post allowances based on these indexes, and quar- 
ters allowances, and their use in the government over- 
seas allowance program. The Appendix provides a sum- 
mary of the compensation system used by the U.S. Gov- 
ernment for its U.S. citizen civilian employees stationed 
abroad. 

The report was prepared in the Office of Productiv- 
ity and Technology of the Bureau of Labor Statistics, 
in cooperation with the Allowances Staff of the U.S. 
Department of State. Material in this publication is in 
the public domain and may be reproduced without per- 
mission of the Federal Government. Please credit the 
Bureau of Labor Statistics and cite U.S. Department of 
State Indexes of Living Costs Abroad and Quarters Al- 
lowances: A Technical Description, Report 568. 
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indexes of Living Costs 
Abroad 


The indexes of living costs abroad measure the cost 
in dollars of goods and services (excluding housing and 
education) purchased by Americans at foreign posts 
compared with the cost of comparable goods and serv- 
ices purchased in Washington, D.C. The indexes are 
computed by the Department of State Allowances Staff 
for use in establishing post (cost-of-living) allowances 
for American employees stationed at foreign posts 
where the cost of living is significantly higher than in 
Washington, D.C. The post allowance covers most liv- 
ing expenses other than housing (quarters) and child- 
ren’s education, which are covered by separate 
allowances. 

The Allowances Staff computes separate indexes for 
privately employed Americans and for government em- 
ployees. The latter indexes take into consideration prices 
of goods imported to a post and price advantages avail- 
able only to U.S. Government employees. The indexes 
computed for private American employees exclude 
these special factors. 

Indexes of living costs abroad are published by the 
Bureau of Labor Statistics for all government posts for 
which indexes are computed on a regular basis. For 
most countries, indexes are computed for only one post, 
usually the capital city. In countries where similar cost 
levels have been reported for all posts, only one post 
is required to submit regular price reports. In addition, 
in countries where the government does not pay a post 
allowance, usually only one post submits regular reports 
even though intercity differences in living costs could 
be significant.’ Indexes are computed for more than one 
post in those countries where the government pays a 
post allowance and where there are significant differ- 
ences in living costs among cities where government 
employees are stationed. 


Limitations 

The indexes are place-to-place comparisons at spe- 
cific times. Changes in the indexes from one date to 
another reflect changes in prices at the foreign post rel- 
ative to price changes in Washington, D.C., and also 
changes in the currency exchange rate. They may also 
reflect some expenditure-pattern changes at the foreign 
post. Therefore, the indexes cannt be used for meas- 


uring cost changes over time at a foreign post. Also, 
the indexes are not appropriate for comparing living 
costs of Americans in the United States with the living 
costs of nationals of a foreign country. The indexes re- 
flect only the expenditure pattern of Americans. Liv- 
ing costs for foreign nationals reflect their own expend- 
iture patterns, which usually are not similar to the av- 
erage American pattern because of differences in con- 
sumer preferences and average income levels. 


Data used in index calculation 

The indexes of living costs abroad are calculated on 
the basis of price data collected at foreign posts using 
a standard Retail Price Schedule and data similari, re- 
ported by the Bureau of Labor Statistics for Washing- 
ton, D.C. Price surveys are conducted annually in coun- 
tries where government emp!oyees currently receive a 
post allowance. In countries where government em- 
ployees do not receive a post allowance, price surveys 
are conducted biennially. Reporting dates are scattered 
throughout the year. Posts may submit interim reports 
whenever circumstances indicate a major change in liv- 
ing costs. 

Whenever possible, the government employees se- 
lected to conduct the price surveys have had previous 
experience in economic sampling and survey techni- 
ques. They are provided general survey instructions in 
the Retail Price Schedule Handbook and also receive 
special directions from the Allowances Staff concern- 
ing pricing problems at their specific posts. Ideally, the 
survey officers should also fit the description of the av- 
erage government employee abroad with a base salary 
of approximately $19,000 in October 1979 and a family 
of two to three members living at the post. In any case, 
the survey officers must be familiar with the retail out- 
lets and types of goods and services generally used by 
the average family at the post. 


' There are, of course, significant differences in living costs between 
Washington, ©.C., and some other American cities. See Three Budg- 
ets for an Urban Family of Four Persons, 1960-70, supplement to Bul- 
letin 1570-5 (Bureau of Labor Statistics, 1972), available from Na- 
tional Technical Information Service. See also subsequent BLS press 
releases. 


Employees at foreign posts periodically complete a 
Living Pattern Questionnaire in order to icentify the 
retail outlets most frequently used and the relative im- 
portance of other supply sources—special government 
facilities, goods brought to the post, and subsequent im- 
ports from the United States and other countries. The 
questionnaire also provides data on food consurmption 
patterns, use of local transportation, and use of domes- 
tic servants at the post. 

On the Retail Price Schedule, prices are reported for 
more than 160 goods and services in the foliowing ex- 
penditure categories: Food at home, food away from 
home, alcohol and tobacco, clothing, personal care, 
medical care, household furnishings and operations, 
household services (domestic help), transportation (pub- 
lic transport and automobile operation), and recreation. 

The items priced have been carefully selected to rep- 
resent a wide range of goods and services in each cat- 
egory and to statisfy the following criteria: (1) The 
items should be easy to identify and unambiguous. (2) 
To the extent practical, the items should be available 
worldwide. (3) For different parts of the world, the 
items should have a “common use” rather than a par- 
ticular specification. (4) The items should be of sig,nif- 
icant importance in the average expenditure pattern of 
Americans, but not a type of item covered by other 
overseas allowances. (5) Each item should serve as a 
reasonable price level indicator of related items. (6) In 
general, the items should be a type for which the stand- 
ard deviation of prices is relatively narrow. (7) When 
possible, the items should be similar to those used by 
the Bureau of Labor Statistics in the Consumer Price 
Index for Washington, D.C. 

Prices are not collected for automobiles, even though 
auto purchase is cove.'ed by the indexes, because of dif- 
ficulties in surveying auto prices and in determining re- 
sale values and foreign depreciation rates. Instead, an 
automobile cost ratio of 100 is used to represent auto 
purchase costs abroad. In effect, it is assumed that ei- 
ther auto purchases are made in the United States for 
shipment abroad or that their cost is neutral—neither 
increasing nor decreasing thie relative level of overall 
living cosis abroad. 

Also, foreign prices are not collected for medical in- 
surance or vacation lodging and meal expenses in the 
United States—new items covered in price surveys dat- 
ed July 1979 and later. For medical insurance, it is as- 
sumed that coverage is obtained at U.S. costs or at 
comparable costs abroad. 

For most items, prices are collected at two types of 
retail outlets—the most frequently used outlet and a 
second, reasonably priced outlet. Prices are collected 
for items commonly purchased by Americans at the 
post which meet the specifications or general descrip- 
tions in the Retail Price Schedule Handbook. In each 
outlet, three prices are generally collected for each 


item—the typical price for the specific item most fre- 
quently purchased by Americans; the substitute price 
for an item most often purchased as a second choice, 
whether a more or less expensive item or a different 
brand with an identical price; and the economy price 
for the least expensive item suitable for use by Ameri- 
cans at the post. The prices collected are all retail and 
include, where applicable, any sales taxes and special 
discounts for cash purchases. 

Prices are also collected at special purchase facili- 
ties—commissaries and post exchanges, for example— 
available to government employees. In addition, prices 
are reported for items imported to the post by govern- 
ment employees. However, these special prices are not 
used to compute the indexes for private Americans. 

Survey officers are asked to provide detailed descrip- 
tions of the items priced and retail outlets visited, so 
that the Allowances Staff can evaluate the prices re- 
ported. When unusual changes are spotted by the Al- 
lowances Staff, the survey officer may be asked to ob- 
tain additions! price information. When necessary, an 
independent enumerator conducts spot pricing to ver- 
ify the data collected. 


Index caiculation 

The Department of State computes four indexes of 
living costs for each post—the local relative, the local 
index, the U.S. Government relative, and the U.S. Gov- 
ernment index. The local measures are computed for 
use by private organizations, while the U.S. Govern- 
ment measures are used to establish post allowances for 
government employees. 

To compute the indexes, the average price of each 
item on the Retail Price Schedule for the foreign post 
is converted into U.S. dollars using the prevailing for- 
eign currency exchange rate.’ The foreign price is then 
divided by the average price of the corresponding item 
on the Washington schedule to obtain a ratio of the 
foreign price to the Washington price. The item ratios 
are weighted by the relative importance of the expend- 
itures they represent to compute general expenditure 
category price indexes and the total index. 


The focal relative is 2 comparison of the prices of 
goods and services at the foreign post and in Washing- 
ton, D.C., with the price ratios weighted by the pattern 
of expenditure in Washington, D.C. Consequently, the 
local relative is a comparison of price levels at the post 
and in Washington, but not necessarily a comparison 
of the cost of living abroad. 


’ The foreign currency exchange rates used to compute the indexes 
are published by BLS along with the index data. 


The basic Washington, D.C., expenditure weights for 
major expenditure categories are shown in the follow- 
ing tabulation: 


1972 1979 
Expenditure category Weights W eights 
Total expenditures........... 100.0 100.0 
Food at home............... 21.0 14.7 
Food away from home ....... 7.4 7.2 
Alcohol and tobacco......... 4.1 40 
Clothing.................... 12.2 10.2 
Personal care ............... 4.7 3.9 
Medical care................ 9.5 6.8 
Household furnishings and 
operations................ 10.9 12.1 
Domestic service ............ 2.8 3.0 
Transportation .............. 12.2 14.4 
Auto purchase............... 6.8 10.8 
Recreation.................. 8.4 12.9 


The 1979 weights were derived from 1972-73 BLS 
Consumer Expenditure Survey data for Washington, 
D.C. They have been used to compute indexes based 
on retail price surveys dated July 1979 and later. In- 
dexes which are still in effect based on surveys dated 
June 1979 and earlier were computed using weights 
derived from 1960-61 BLS Consumer Expenditure Sur- 
vey data for Washington, D.C., updated for price 
changes to 1972. The 1979 weights contain several im- 
portant changes in the relative importance of the ex- 
penditure categories—in particular, a decline in the rel- 
ative importance of food at home and an increase in 
the relative importance of auto purchase. The change 
in the weight for recreation reflects the addition of va- 
cation lodging and meals expenditures to the recreation 
category as well as an increase in the relative impor- 
tance of other recreation items. 

For the local measures, it is assumed that all goods 
and services are purchased on the local market, except 
for auto purchases, medical insurance, and vacation ex- 
penditures (explained earlier) and possibly some cloth- 
ing and household furnishings purchases. Washington, 
D.C., prices are used for those clothing and household 
furnishings items that are normally purchased in the 
United States or another country and carried to a post, 
either because the items are not available on the local 
market or because the locally available goods are not 
representative of the goods an American family would 
normally purchase. Information on usual practices is 
obtained from the Living Pattern Questionnaire. U.S. 
prices are used for about 20 percent of basic expendi- 
tures covered by the local relatives (and the local in- 
dexes) based on surveys dated July 1979 and later.’ 

The local index is a comparison of prices at the for- 
eign post and in Washington, with the price ratios 
weighted by the expenditure pattern of American em- 
ployees living at the foreign post. It is thereby a meas- 
ure of the cost of living for Americans at the foreig: 


post compared with the cost of living in Washington, 
D.C. This is the index appropriate for use by busiress 
firms and other private organizations to establish cost- 
of-living allowances for their American employees sta- 
tioned abroad. 

To obtain the foreign post expenditure weights, the 
basic expenditure pattern weights for Washington, D.C., 
are 2djusted to reflect necessary modifications in con- 
sumption made by Americans living abroad. For some 
posts, weights for major expenditure categories are in- 
creased to account for additional food expenditures be- 
cause of spoilage from humid climate or unsanitary han- 
dling, additional clothing expenditures because of cli- 
mate or harsh cleaning methods, greater medical ex- 
penditures, and the need to employ domesi.c servants. 
The local index is usually higher than the local relative 
when these weight adjustments are made. The weights 
within expenditure categories may also be adjusted to 
reflect substitutions made by Americans at the foreign 
post between, for example, types of food items or means 
of local transportation. The local index may be lower 
than the local relative when these substitutions repre- 
sent less costly alternatives which are not fully offset 
by other foreign living pattern changes. Information on 
the American expenditure pattern abroad is obtained 
from the Living Pattern Questionnaire arid the Retail 
Price Schedule. 

The U.S. Government relative differs from the local 
relative in that it includes prices of goods imported to 
the post. Moreover, it reflects price advantages avail- 
able only to U.S. Government employees. These ad- 
vantages include, but are not limited to, the right to use 
special facilities, such as commissaries and post ex- 
changes, the right to purchase certain goods tax or duty 
free, and medical or other services provide. by the 
government. Like the local relative, the U.S. Govern- 
ment relative is a comparison of price levels but not 
necessarily of living costs abroad because the expendi- 
ture weights reflect only the Washington, D.C., expend- 
iture pattern. 

The U.S. Government index differs from the local in- 
dex in that it reflects the cost of goods imported to the 
post and price advantages available only to U.S. Gov- 
ernment employees. Like the local index, the expendi- 
ture pattern of American employees at the foreign post 
is used to weight the price ratios. This index is used to 
compute post allowances for U.S. Government employ- 
ees stationed abroad. 


*The 20-percent U.S. dollar purchases ar: made up of the follow- 
ing items—auto purchase, 11 percent; clothing and ‘ousehold fur- 
nishings, about 5 percent; medical insurance, 3 pe.cent; and vaca- 
tions, | percent. In local relatives and local indeyes compiled using 
1972 weights, U.S. dollar purchases accounted /or only 12 percent 
of basic expenditures—7 percent for auto purclase and about 5 per- 
cent for clothing and household ‘ irnishings. 


The U.S. Goverament index normally is lower than 
the local index because the special advantages available 
to government employees usually reduce their living 
costs. The local index is normally the better measure 
for establishing cost-of-living allowances for nongov- 
ernment personnel. The U.S. Government index may 
be higher than the local index at a few posts because 
many goods not available locally are imported at high- 


er prices than subsistute local goods. When the U.S. 
Government index is higher than the local index, it is 
probably the more accurate measure of living costs for 
nongovernment personnel. In such cases, however, the 
U.S. Government index may not reflect the full costs 
for nongovernment employees because it also takes into 
account any special advantages available only to gov- 
ernment personnel. 


Post Allowances 


The U.S. Government pays a post allowance (also 
commonly called the cost-of-living allowance) to its 
American civilian employees stationed at foreign posts 
where the U.S. Government index is 103 or above. The 
sary so that employees can purchase the equivalent 
quantity of goods and services at high-cost posts as they 
could purchase with their base salaries alone in Wash- 
ington, D.C. The post allowance covers most living 
costs other than those for housing (quarters) and child- 
ren’s education, which are covered by separate allow- 
ances. The government does not reduce the base sala- 
ry of employees assigned to posts where costs are low- 
er than in Washington, D.C. 

Government employees receive the post allowance 
in U.S. dollars (as they also receive their base salaries 
and other allowances), and they usually obtain foreign 
currency through regular banking facilities in the for- 
eign city. 

Post allowance caiculation 

Post allowances are calculated by applying the ap- 
propriate index of living costs abroad to estimated 
spendable income. In order to avoid minor adjustments 
in allowance payments, the indexes are grouped into 
ranges, and the percentages to be applied to spendable 
income are derived from the approximate midpoints of 
each index range. The index ranges were selected to 
provide increases of approximately 5 percent from the 
midpoint of one index range to the next. The tabulation 
in the next column shows the ranges used for the indexes 
of living costs for foreign posts, their midpoints, and 
the percentages applied to spendable income in order to 
compute the allowances. 

The indexes are applied only to spendable income, 
the name given by the Department of State to the es- 
timated portion of employee salary that is available to 
purchase consumer goods and services. Spendais'e in- 
come is base salary less typical deductions for Federal, 
State, and local income taxes; contributions to retire- 
ment funds; life insurcece premiums; gifts and contri- 
butions to organizations and persons outside the fami- 
ly; personal savings; and U.S. shelter and utilities ex- 
ered by the post allowance. 


* The quarters allowance is explained on pages 8 and the education 
allowance on pages | (). 


Ranee Percent applied to 
Inde ranges mid powt spendahle income 
103-107 105 5 
108-112 110 10 
113-117 115 15 
118-122 120 20 
123-127 125 25 
128-132 130 3” 
133-137 135 35 
138-145 142 42 
146-155 150 50 
156-165 160 60 
166-175 170 70 
176-185 180 80 
186-195 190 90 
196-205 200 100 
206-215 210 110 
216-225 220 120 
226-235 230 130 
236-245 240 140 
246-255 250 150 
256-265 260 16% 


Effective August 27, 1978, the Department of State 
in computing government post allowances. (See table 
1.) The new estimates were derived from published 
1972-73 BLS Consumer Expenditure Survey data for 
all American households.’ Published income and ex- 
penditure data were examined for the average family 
and for six family-size groups a !3 separate income 
levels. These data were uscd “st, to derive a parabo- 
la that represents the “best fit” relationship between 
family income and expenditures for the average Amer- 
-can inousehold (a 2.8-person family), and, second, to 


The average family parabola was used to e“timate spend- 
able income for the 3-person family group. Estimates 
were developed for the other family sizes by relating 
the portions of income spent for goods and services by 
these families to the portion spent by the average fam- 
ily. The spendable incomes for each family-size group 
were sufficiently different that it was decided to use 


It should be noted that the definitions of spendable income used 
to compute post allowances differs from the original BLS Consumer 
Expenditure Survey definition of current consumption expenditures 
and the income ranges show. are different from those for which date 
are published in BLS Consumer Expenditure Survey reports. 


Table 1 Average annua! spendabie income by salery ar.. family size 


Aree Spencabie mcome when number of persons mm tarmrdy s— 

seery ’ 2 3 < 5 6 of more 
$50 000 anc ower $'3.900 $15,700 $1 7.400 $18 300 $20 000 $20 900 
$48 000 $49 999 13.700 15.400 17.100 18.000 19.700 20.500 
$46 000- $47 999 13.400 15.100 16 B00 17600 19.300 29.200 
$44 000 $45 999 13.200 14.800 16 500 17.300 13.000 19.800 
$42 000 $43 999 12.900 14500 16.100 16.300 18500 13.300 
$40 000- $41 999 12600 14.100 15.700 16 500 18.100 18.800 
$38 000 $39 999 12.200 13.800 15.300 16100 17.600 18.400 
$36 000 - $37 999 11 B00 13.300 14 800 15.500 17.000 17.800 
$34 000- $35 999 11,400 12.300 14.300 18.000 16 400 17.200 
$32 000 $33 999 11.000 12.400 13.800 14.500 15 900 16.600 
$30 000 - $3! 999 10.600 12,000 13.300 14.000 15.300 16.000 
$286 000- $29 999 10.200 11.400 12.700 13.300 14600 15.200 
$26 000- $27 999 9.700 11,000 12.100 12.700 13.900 14.500 
$24 000 - $25 999 9 200 10.400 11.500 12.100 13.200 13.800 
$22 000- $23,999 6700 8 600 10.900 11.400 12,500 13.100 
$20 000 - $21 999 8 200 9 300 10.300 10.800 11,800 12.400 
$18 000. $19 999 7.700 6 600 93 600 10.100 11,000 11,500 
$16 000- $17 999 7.100 8.000 6.900 9 300 10.200 10.700 
$14 000- $15 999 6 500 7300 8.100 6500 9.300 9.700 
$12000-$13.999 5 600 6 600 7300 7.700 8 400 6 800 
$10.000- $1! 999 $ 200 5 600 6 500 6 800 7500 7 B00 
$ 6000-$ 9999 4600 $.100 5.700 6.000 6 600 6 800 
S$ 6000-8 7 999 3.900 4400 4900 $100 5.600 5.900 
Under $6 000 3.300 3.700 4100 4300 4700 4900 


Base salary xc luding any Owerseas sliowances and premiums 
SOURCE Prepared by the Allowances Stef of the US Department of 


spendable incomes for all six groups. The figures shown 
on the table are the “best fit” spendable incomes round- 
ed to the nearest $100 at the midpoints of 24 income 
ranges for each family-size group. 

figures previously used to compute government post 
allowances in four ways: (1) They are based on 1972- 
73 data for all U.S. households rather than on 1960-61 
data for Washington, D.C., households. (2) U.S. shelter 
and utilities expenditures are no longer included in 
spendable income. (3) The maximum spendable income 
estimates cover annual salaries up to $50,000 compared 
with the previous maximum of $20,000. (4) Spendable 
income is estimated for six family-size groups rather 
than the previous two groups—"with family” and 
“without family.” The use of spendabie income esti- 
mates fo larger family sizes replaces post allowance 
supplements that were paid for children. 


Adjustment for new exchange rates 

Because the post zilowances are paid in U.S. dollars, 
the allowances musi be revised whenever currency ex- 
change rates change significantly in order to provide 
employees with th: same purchasing power in foreign 
currency. To compute the new allowances, the index- 
es of living costs must be adjusted for the new exchange 
rates. 

The exchange rates used to calculate the indexes are 
reviewed regularly by the Allowances Staff. When the 
exchange rate for a country has changed enough to al- 
ter the government post allowance, the U.S. Govern- 


State tom 1372-73 Consumer Expenditure Survey Gata published m BLS 
Bulletins 1959. 1985. and 1992 (1977 and 1976) 


ment index is recomputed and the post allowance re- 
vised. The Bureau of Labor Statistics does not publish 
these interim government index adjustments, or any 
comparable local index adjustments. All indexes pub- 
lished by the Bureau are new indexes computed by the 
Allowances Staff on the basis of Retail Price Schedule 
submissions. 

The local index can be recomputed to approximate 
the effects of a new exchange rate by applying the fol- 
lowing formula (with the exchange rate expressed in 
units of foreign currency per U.S. dollar): 


: F | index index ¢ rate 
New local index = loca a ind eens ) 
The conversion shows approximately what the local 
index would have been at the original survey date had 
all prices been converted into U.S. dollars at the new 
exchange rate. This simple adjustment has been used 
for indexes based on 1972 weights because, except for 
auto purchases and possibly some clothing and house- 
foreign currency purchases made on the local market. 
However, with the introduction of 1979 weights, U.S. 
dollar purchases (and possibly some other nonlocal cur- 
rency purchases represented by U.S. prices) account 
for about 20 percent of basic expenditures covered by 
the local index. Therefore, a more precise adjustment 
may be desired in order to account for those U.S. dol- 
lar purchases. Such an adjustment can be made by hold- 
ing constant the 20 percentage points of the local index 
which reflect U.S. dollar costs and #*‘usting only the 


proportion of total expenditures made in local curren- 
cy (ie., local index minus 20) for the change in exchange 
rate, using the following formula: 


New local index = 20 +[tica index — 20)x 


local index exchange me) | 


new exchange ratc 


The U.S. Government index cannot be recomputed 
using either of these simple formulas because the gov- 
ernment index generally reflects nonlocal currency pur- 
chases to a greater extent, and these costs should be 
held constant when adjusting for the new exchange 
rates. The Allowances Staff recomputes the U.S. Gov- 
ernment index by determining the exact proportion of 
total expenditures that are made in local currency and 
adjusting only that proportion fer the change in ex- 
change rates. 

In recomputing the U.S. Government index for an 
exchange rate change, the Allowances Staff does not 
make other adjustments, such as for relative price 
changes since the previous survey date. A complete in- 
terim allowance revision would require an index ad- 
justment for: (1) The new exchange rate; (2) the prob- 


able effect of the revaluation on prices of imported 
goods purchased locally by Americans and on Ameri- 
can purchasing patterns; and (3) price changes at the 
foreign post relative to price changes in Washington, 
D.C., since the survey date. The full effects of a cur- 
rency revaluation are not immediately apparent, how- 
ever, and cannot be measured for several months. Fur- 
the previous survey date cannot easily be made. Using 
the relative trends in national Consumer Price Indexes 
can produce an interim adjusted index significantly at 
expenditure weights, and retail outlets sampled for the 
national Consumer Price Index are not similar to those 
for the American living cost measures. Under these cir- 
cumstances, there are no truly reliable interim indexes 
of living costs until the foreign post completes a new 
Retail Price Schedule and the Allowances Staff com- 
putes new indexes. 

For posts in countries with very high rates of infla- 
tion, allowances may noi be reduced for currency ex- 
change rate changes if previous surveys or other infor- 
mation show that such a reduction mz.’ not be justified. 
In such cases, a new price survey is completed as soon 
as possible. 


Quarters Allowances 


average cost of privately rented quarters. The provi- 
sion of free housing or a quarters allowance enables 
employees to carry out official duties properly, regard- 
less of housing shortages and related adverse local con- 
ditions at some posts. It also provides the principal fi- 
nancial inducement to foreign service, since employees 
given government quarters are not charged rent, and 
employees paid an allowance are reimbrused for all 
shelter expenditures up to an allowance maximum. Em- 
ployees are thereby saved normal housing costs. 

The quarters allowance paid each eligible employee 
is either the amount of actual housing costs or the al- 
lowance maximum, whichever is less. In order to cov- 
er equitably the housing costs of employees with dif- 
ferent salary levels and family sizes, allowance maxi- 
mums are established for several employee groups at 
each post. The allowances are computed and paid in 
U.S. dollars. The maximum annual quarters allowances 
for three salary and two family status groups are pub- 
lished by the Bureau of Labor Statistics for all foreign 
posts where the number of employees renting private 
housing is sufficient to provide adequate information 
on local housing costs. 


Housing costs covered 

The housing costs reimbursed by the quarters allow- 
insurance premiums required by local law or custom to 
be paid by the tenant; and agent's fees incurred by the 
landlord and iequired by law or custom to be paid by 
the tenant as a condition of obtaining a lease. The quar- 
ters allowance may also cover the cost of furniture 
rental and garage rent. The cost of any furniture rent- 
al may not exceed 25 percent of the maximum allow- 
ance, and garage rent may not exceed 10 percent. 

Employees who purchase the house or apartment 
they occupy are reimbursed for 10 percent of the orig- 
within the maximum allowance rate. After 10 years, 
only land rent and utilities are reimbursed. 


Allowance caiculation 

The maximum quarters allowances payable are cs- 
tablished on the basis of expenditure reports required 
of all employees occupying private housing. Each post 


is required to submit these reports annually and may 
clude the quarters expenditures of all American civil- 
ian government employees in private housing at the 
post; changes in quarters costs since the last review, 
including the expenses of new arrivals; the amount of 
out-of-pocket expenditures; the type and size of quar- 
at the time of the last review; and the relationship of 
expenditures between quarters groups. Only atypical 
expenditures, such as for shared quarters or unneces- 
sarily luxurious housing, are omitted from the cost re- 
view. Otherwise, no specifications are made concern- 
ing the appropriate type of housing. The costs of all 
houses and apartments, furnished and unfurnished, vary- 
ing in size and location, are combined in computing the 
maximums. 

The expenditure reports are arranged into quarters 
groups according to employee salary grade and family 
status. Housing costs, converted into U.S. dollars at the 
group. At large posts, the allowance maximum set for 
each quarters group is based primarily on the average 


‘expenditure of employees in the group. At posts with 


only a few employees, it is not possible to obtain a 
meaningful average of expenditures for each group, and 
more weight must be given to the other factors listed 
above. Maximum annual _.dowances are computed for 
each quarters group so that at least 50 percent of all 
employees receiving the allowance at a post and, if pos- 
sible, SC percent of the new arrivals are fully reimbursed 
for their housing costs, and a large majority of employ- 
ees are reimbursed for 90 percent of their costs. 

Allowance maximums are established for four salary 
groups covering specific salary grades in the various 
government civilian personnel systems. As of October 
1979, the four groups refer to the following approxi- 
mate salary ranges (excluding any overseas allowances 
and premiums): 


Group | $50,000 - $60,500 
Group 2 $35,000-$49,999 
Group 3. $19,000-$34,999 
Group 4 Under $19,000 


Salary group | includes only Ambassadors and Chiefs 
of Mission, who are almost always provided official 
government -leased/owned residences. Consequently, 


allowance maximums are not computed for this group 
but are prescribed at double the salary group 2, 2-person 
family maximums. The prescribed allowance max- 
imums for salary group | are not published. 

Within each salary group except group |, maximum 
allowances are computed for single persons and for 
2-person families. The single-person allowance rate cov- 
ers employees who have no family living with them. 
The 2-person family allowance covers employees who 
have one family member living with them. For employ- 
ees who have larger families at the post, the maximum 
annua! allowances for 2-person families are increased 
by the following additional percentages: 

3- to 4-person family 

$- to 6-person family 


7 persons or more 


In a few cases, employees may receive quarters al- 
lar quarters group. Among the employees included in 
salary group 2 are Deputy Chiefs of Diplomatic Mis- 
pal Officers of Consular Establishments, who are re- 
quired by their positions to provide official entertain- 
ment. Because the allowance maximums of group 2 may 
not reflect the cost of housing suitable for such offi- 
cials, they may be reimbursed for housing costs up to 
50 percent more than the salary group 2, 2-person fam- 
ily maximum, when determined necessary by the Chief 
of Mission. In addition, some employees in group 4, 
who have 15 years or more of government service, may 
be placed in salary group 3 at the discretion of agency 
heads. This allows eligibility for better quarters to em- 
ployees who rise in seniority and responsibility but have 
not been promoted to a group 3 salary grade. 


Adjustment for new exchange rates 

The quarters allowances are computed and paid in 
U.S. dollars, even though actual payments by employ- 
ees of rent and utilities are generally made in local cur- 


10 percent, at least $200 
20 percent, ai least $400 
30 percent, at least $600 


rency. Therefore, whenever currency exchange rates 
change significantly, the U.S. dollar allowances must 
be revised in order to provide employees with the same 
allowances in foreign currency. 

The exchange rates used to calculate the allowances 
are reviewed regularly by the Allowances Siaffl. When 
significant changes occur, the allowance maximums are 
adjusted.” The Bureau of Labor Statistics publishes these 
interim allowance adjustments as well as allowance re- 
visions based on annual housing expenditure reports. 
For the few cities where U.S. dollar leases are com- 
mon, allowance adjustments allow for those U.S. dol- 
lar payments. 


Cities covered 

Quarters allowances are published only for foreign 
posts where a sufficient number of employees rent pri- 
vate housing to provide adequete information on local 
housing costs. Foreign cities where all employees oc- 
cupy government housing or only a few employees rent 

The published quarters allowances should not be used 
as indicators of housing costs for other cities in a coun- 
can vary greatly from city to city within the same coun- 
try according to the availability of adequate housing. 
Furthermore, because relative housing costs can differ 
significantly from the relative costs of other goods and 
services, the indexes of living costs abroad should not 
be used as indicators of housing costs of cities not listed. 
For example, at some posts where the cost of living, 
excluding housing and children's education, is well be- 
low the Washington level, housing costs are relatively 
high because of severe shortages of adequate dwelling 
units. 


* The foreign currency exchange rates used to calculate the allow- 
ances are published by BLS along with the allowance maximums 


Appendix: Compensation 
System for American 
Government Employees 


Assigned to Foreign 
Countries 


The Bureau of Labor Si tistics regularly publishes 
the U.S. Departmeni of State Indexes of Living Costs 
Abroad and Quarters Allowances. These data are used 
by business firms and other private organizations to es- 
tablich private conspensation systems for their Ameri- 
-an employees assigned abroad. However, ihe indexes 
and quarters allowance statistics do not provide all the 
information generally necessary for establishing private 
comp 2zsation programs. This appendix provides a sum- 
mary of the entire compensation system used by the 
U.S. Government for its U.S. citizen civilian employ- 
ums for which data are not published by BLS. 

The government compensation system for American 
civilian personnel abroad is composed of foreign serv- 
ice premiums and several cost-of-living allowances, in 
addition to base salary. American employees assigned 
to positions overseas receive the same base salaries as 
employees in comparable positions in the United States. 


Foroign service premiums 

The U.S. Government provides recruitment and *e- 
tention-of-service incentives in the form of housing-cost 
savings and post differentials. As explained earlier, the 
government provides cither free housing or a quarters 
allowance to compensate employees for housing costs 
Since employees are thereby saved normal housing 
costs, this saving serves as a foreign service premium. 

The government also pays a post differential (com- 
monly called the hardship differential) to employees at 
those posts where living conditions are extraordinarily 
difficult, physical hardships are excessive, or conditions 
are notably unhealthy. The differential can be spent by 
employees to help offset conditions at the post or to 
get away from the post for a temporary change in en- 
vironment. It serves as an incentive in recruiting and 
retaining personnel for more dificult locations. The 
hardship differential is paid at less than half the foreign 
posts. 

The hardship differential for eac.: post is established 
on the basis of a standard evaluation of environmental 
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conditions. The evaluation procedure consists of the 
collection of information concerning, post conditions, 
primarily from a Post Differential Questionnaire, and 
the rating of the post for 124 specific environmental 
factors, weighted for relative importance. Depending 
on the total hardship rating, employees at qualifying 
posts are paid differentials of 10. '*. 2%. or 25 percent 


of base pay. 
Both the housing benefit an ( ‘ne post differential are 
intended as financial incentive © »cc«ptance of foreign 


assignments. Therefore, these benc isis are provided only 
to American employecs whose foreign residence is at- 
tributable directly to their empleyment by the U.S. 
Government. 


Other cost-of-living allowances 

Compensation for the higher cost of living in some 
foreign countries is provided by means of several al- 
arate maintenance allowance in addition to the post al- 
lowance and quarters allowance described earlier. 

The government provides either free schooling or an 
education allowance to cover the costs of adequate 
of its American employees overseas. Different allow- 
ances cover costs at local schools; boarding schools 
away from the post; home-study courses; or travel costs 
for attendance at schools in the United States for high 
school and college. Government emp'oyees are free tc 
select any method of education and any school and are 
reimbursed for their costs up to the appropriate maxi- 
mum allowance rate. However, if a U.S. Government 
operated school is availabie at the post, an allowance 
is not paid for attendance at any othe, school except in 
special circumstances. Also, no allowance is payable if 
a child resides in the United States with a parent or le- 
gal guardian. The maximum allowance rates are estab- 
lished for each post on the basis of annual surveys of 
education costs. 

The government education allowances for local 
schools cover the average costs of tuition, books and 


for away-from-post schools only if schools within dai- 
ly commuting distance are not adequate. The allow- 
ances for boarding schools away from the post cover 
the average costs of tuition, books and supplies, room 
and board, and periodic transportation (usually three 
round trips annually) to adequate boarding schools. Ex- 
penditures for supplementary instruction in foreign lan- 
guages or other necessary courses not offered at the 
school attended and expenditures for certain nonrefund- 
able charges, such as registration fees, are also reim- 
bursed. When an employee chooses to use correspon- 
dence courses O7 privaie instruction to educate a child. 
a home-study allowance is paid to cover costs up to 
the appropriate maximum. If an employee elects to send 
children to secondary schools in the United States, the 
government may pay, at employee option, either an ed- 
ucation allowance or transportation costs. Education 
travel payments are provided for children attending un- 
dergraduate college in the United States. 

The U.S. Government pays a separate maintenance 
allowance to help offset the extra costs of maintaining 
a separate household when dangerous, notably un- 
healthy, or excessively adverse conditions at a post 
compel families of employees to live elsewhere. The 
allowance paid varies with family size and composition 
and is based on costs in Washington, D.C. 


Relocation allowances 

The U.S. Government pays several all»wances to 
compensate for the costs of moving to a new post, in 
addition to assuming most of the direct expenses, in- 
cluding trar.cportation, the shipment of personal and 
ment of one automobile per family, and the storage of 
possessions in the United States. Employees are paid 
per diem during travel and receive temporary lodging 
and supplementary post allowances to assist in cover- 
ing the costs of hotels and restaurant meals for up to 3 
months upon arrival at a new post, or until settled in 
permanent housing, and for up to 1 month after mov- 
ing out of permanent quarters before departure from 
the post. A similar allowance is paid for up to 10 days 
before departure from the United States. 

In addition, the government pays a transfer allow- 
ance to reimburse employees for miscellaneous reloca- 
tion and wardrobe expenses. The miscellaneous ex- 
penses portion of the allowance covers costs such as 
long distance communication attributable to the move, 
foreign auto registration and new driver's license, util- 
ity and appliance installation, transformers for convert- 


initial expenses of establishing a household abroad. 
Nominal payments are granted automatically; larger, 
itemized claims are reimbursed up to fixed maximums 
for single employees and employees with families. The 
wardrobe expense payment is made only when the move 
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is between extreme climate zones, for example, from 
Norway to the Philippines; the amount of payment 
varies with family size. 


Other provisions 

American government employees are generally pro- 
vided home-leave benefits. Most government agencies 
pay for round trip air fares to home residences in the 
United States every 2 years for employees and their 
fasailies. The period of home leave earned varies from 
1 to 3 weeks for each year abroad, depending on con- 
ditions of government service. Some employees at dif- 
ficult locations, where vacations providing a change of 
environment are not available at reasonable cost, re- 
ceive free travel to specific areas for rest and recuper- 
ation once or twice per tour of duty. 

Employees of different government agencies serving 
in foreign areas are covered by a number of specific 
laws and regulations covering a broad range of bene- 
medical travel, family visitation or compassionate trav- 
el, compensation for the loss of personal property 
abroad, emergency evacuation, foreign death benefits, 
difficult language incentives, observance of foreign hol- 
idays, and early retirement and pension benefits. Some 
benefits are available to employees of one or more agen- 
cies but not to employees of other agencies. 

Special allowances are paid to reimburse principal 
government representatives for unusual housekeeping 
expenses incurred in maintaining an official residence 
and to reimburse authorized employees for expenses in- 
curred in providing official entertainment and 
courtesies. 


7. ves and social security 

The U.S. Government does not provide a tax equal- 
ization or foreign tax protection program for its Amer- 
ican employees in foreign countries. Government em- 
ployees assigned abroad pay U.S. income taxes on their 
base salaries and post differentials; all other allowances 
are excluded from Federal taxation. They contribute 
the same percentage of their salaries to retirement funds 
and employee insurance plans as government employ- 
ees in the United States. They are not subject to for- 
eign income or social security taxes. 

Americans employed by business firms and other pri- 
vate organizations usually are subject to both foreign 
and U.S. income taxes but have a portion of their for- 
eign earned income excluded from U.S. Federal income 
tax when they meet certain foreign residence require- 
ments. The Foreign Earned Income Act of 1978 pro- 
vides for s:veral deductions for certain expenses of liv- 
ing abroad, varying by country of residence, instead of 
the previous standard income exclusion. Also, either a 
tax credit or tax deduction may be taken for income 


taxes imposed by a foreign country. Some foreign coun- 
tries provide special income tax concessions to Amer- 
icans who reside and work in their country. 
Information on the U.S. tux obligations of American 
citizens employed abroad is provided in the following 
Internal Revenue Service publications, revised annual- 
ly: Tax Guide for U.S. Citizens Abroad (Publication No. 
54), Foreign Tax Credit for U.S. Citizens and Resident 
Aliens (Publication NO. 514), Tax Information for U.S. 
Government Civilian Employees Stationed Abroad (Pub- 
lication No. 516), Tax Information for American Schol- 
ars in the U.S. and Abroad (Publication No. 520), and 
Information on the United States-Canada Income Tax 
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Treaty (Publication No. 597). 

Americans employed abroad may also be obliged to 
contribute to both foreign and U.S. social security funds. 
Americans working for a U.S. employer remain subject 
to social security payments under the Federal Insurance 
Contribution Act (FICA), and those working for the 
foreign subsidiaries of U.S. parent companies may be 
covered by FICA imsurance at the discretion of the 
employer. U.S. citizens employed by foreign employ- 
ers are not liable for FICA payments. 

Information on foreign tax and social security obli- 
gations may be obtained from the appropriate foreign 
government. 


GPO 667 009 


Bureau of Labor Statistics 
Regional Offices 


Region | Region IV Regions Vii and Vill 
1603 JFK Federal Building 1371 Peachtree Street, N.E. 911 Walnut Street 
Government Center Atlanta, Ga. 30309 Kansas City, Mo. 64106 
Boston, Mass. 02203 Phone: (404) 881-4418 Phone: (816) 374-2481 
Phone: (617) 223-6761 

Region V Regions IX and X 

Region Il 9th Floor 450 Golden Gate Avenue 
Suite 3400 Federal Office Building Box 36017 
1515 Broadway 230 S. Dearborn Street San Francisco, Calif. 94102 
New York, N.Y. 10036 Chicago, Ili. 60604 Phone: (415) 556-4678 
Phone: (212) 944-3121 Phone: (312) 353-1880 

Region Ii! Region VI 
3535 Market Street Second Floor 
P.O. Box 13309 555 Griffin Square Building 
Philadelphia, Pa. 19101 Dallas, Tex. 75202 
Phone: (215) 596-1154 Phone: (214) 767-6971 
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